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ACCOUNTANTS’ FINANCIAL MANAGEMENT AND PREPARATION REPORT

September 7, 2017

Honorable Duke Bennett, Mayor
Ms. Leslie Ellis, Controller

City of Terre Haute

17 Harding Avenue

Terre Haute, IN 47807

This is a special purpose report directed toward providing information for your review and consideration
relative to the financial management of the City of Terre Haute, Indiana (the “City”). The report is
designed to provide information that may be helpful to City officials in their role as managers of the City.

The actual and projected cash flows of the City has been prepared from information provided by
management. This historical and supplemental information is the representation of management and was
not subjected to an audit, review or compilation engagement by us and, accordingly, we do not express an
opinion, a conclusion, nor provide any assurance on them. Further, there will usually be differences
between the projected and actual results, because events and circumstances frequently do not occur as
expected, and those differences may be material,

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with the cash basis of accounting and for designing, implementing, and maintaining internal
control relevant to the preparation and fair presentation of the financial statements. Qur responsibility is
to conduct the preparation in accordance with Statements on Standards for Accounting and Review
Services promulgated by the Accounting and Review Services Committee of the American Institute of

Certified Public Accountants.

U mestatt—




CITY OF TERRE HAUTE, INDIANA

EXECUTIVE SUMMARY

Revenues for many cities are declining from property tax caps, late or unpaid property taxes, declining
State-distributed revenues and reductions in local income taxes. The demand for services, however, rarely
decreases. Balancing revenue decline with demand for services underscores the need for local units of
government to extend their planning horizons beyond one year. In addition, it is important to maintain
adequate cash reserves so that cash flow shortages can be managed internally, thus saving on interest
costs associated with external borrowing. The recommended minimum cash reserve is equal to 15% to
20% of operating disbursements. Effective management of cash reserves allow a city to plan and make
minor budget adjustments rather than sweeping changes.

This initial report provides a baseline for future financial operations. It is flexible enough to be modified
as different needs arise and as priorities change. As such, it should be considered a living document to be
updated periodically to match local priorities.

To complete this report, we have gathered information from a variety of resources including the City’s
internal records, the City’s Gateway Annual Reports for 2015 and 2016 and the City’s 2017 Gateway
Budgets. Finally, we used our own internally generated expertise regarding property tax caps, local and
state economic climates and our knowledge of available funding sources to shape our analysis and
recommendations presented in this report.

CIRCUIT BREAKER TAX CREDITS

In 2008, the State of Indiana began to limit the amount of property taxes paid by individual property
owners. By 2010, these limits were fully phased in and are now incorporated in the State Constitution.
For homeowners, property taxes are limited to 1% of the value of their home; for other residential
property owners, long-term care facilities and agricultural landowners, property taxes are limited to 2% of
the market value; for all other taxpayers, property taxes are limited to 3% of the property’s market value.
Unlike other forms of property tax relief, these limits, known as circuit breaker tax credits, are not funded
by other sources but reduce the amount of property taxes collected. This property tax relief is funded by
each individual taxing unit.

In Terre Haute, most taxpayers are at the maximum limit for property taxes to be paid. Any future
increase in property taxes paid will be due to increases in the assessed values of their property, not
increasing property tax rates. Unfortunately, property values have not grown in the City in recent years,
and in fact, assessed values have declined. While the amounts of property taxes assessed have grown
since 2008 to keep pace with inflation, the amount of property taxes collected has not. The graph on the
following page compares the amount of property taxes assessed with the amount of property taxes
collected. The amounts shown in red are the amounts of property tax relief given to property ownets
funded by the City of Terre Haute through reductions in property tax collections.

Since assessed values have not increased, these circuit breaker losses have continued to grow. Today,
36% of property taxes levied by the City are returned to property taxpayers through these credits.

(No assurance is provided on these financial statements or supplementary information)
(See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA
(Cont’d)
EXECUTIVE SUMMARY

CITY OF TERRE HAUTE, INDIANA
Net Property Tax and Circuit Breaker Credits (2008 - 2021)
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(No assurance is provided on these financial statements or supplementary information)

(See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA

(Cont’d)
EXECUTIVE SUMMARY

Property tax relief is also provided by other taxing units in Vigo County through these circuit breaker tax
credits. In 2017, these property tax reductions totaled $30.96 million throughout Vigo County, with
almost 40% provided by the City of Terre Haute.

Property Tax Relief - 2017

( in millions )

M Terre Haute

M Vigo County

1 Vigo County Schools
M Sanitary District
® Vigo County Library

u All others

WHAT HAS BEEN DONE?

Since 2012, the City has taken steps to increase revenues and reduce expenses. The City is using more of
its. Economic Development Income Tax Revenues to support operations, the Cumulative Capital
Development Fund has been reestablished to the maximum rate, the City started a health clinic to reduce
medical claims, Payments in Lieu of Taxes (“PILOT’s”) are collected from the Sanitary District,
administrative costs are shared with the Sanitary District, and there have been a number of cost reductions
reflected in the budget, including reductions in staffing levels through attrition. Last year, the City
adopted a trash collection fee of $10.25 per user effective June 2016. The fee is expected to be phased-in
over the next three years reaching $11.00 per user by 2019. The fees, once fully established, are expected
to generate $2.332 million; however, the cost to provide trash collection services is estimated at $2.6
million. The funding deficit of $268,000 will be absorbed by the Economic Development Income Tax
Fund.

(No assurance is provided on these financial statements or supplementary information)
(See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA
(Cont’d)
EXECUTIVE SUMMARY

While these efforts have been significant, they have not been sufficient to fund increasing levels of
property tax relief. As a result, some governmental fund balances are still negative. Cash balances in the
Targeted Funds have decreased $5.6 million since the end of 2011.

$8.000,000

S0
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($12,000,000)

(514,000,000)

$6,000.000 -
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$2,000,000

($2,000.000) -

(86,000,000) -

CITY OF TERRE HAUTE, INDIANA

Targeted Funds Historical Ending Cash Balances (2011-2016)

2013 2014 2015 2016

The cash balances above include tax anticipation warrants as follows:

Year Loan Proceeds Repayment

2012 $10,053,480 $5,023,390
2013 $7,740,000 $5,030,090
2014 $4,995,000
2015 $2,745,000
2016 $3,600,000 $3,600,000

2017 BUDGETED APPROPRIATIONS AND FUND DEFICITS

The Department of Local Government Finance (“DLGF”) made $7.9 million of reductions to the City’s
2017 adopted budget for the General Fund due to lack of sufficient funding. The City has developed a
plan to fund the full amount of budget reductions in the General fund and correct fund deficits in General
and other funds in 2017. The plan proposes an extension of the temporary loan from Redevelopment, and
reallocation of expenses to other funds with fund balances. The next page is a summary of the City’s

Plan.

(No assurance is provided on these financial statements or supplementary information)

(See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA
(Cont’d)
EXECUTIVE SUMMARY

AREAS OF SIGNIFICANT CONCERN

At the end of 2016, the City had a number of governmental fund balances that were negative. The three
that were most negative were General ($8.1 million), Hulman Links Non-Reverting ($3.8 million) and
REA Park Non-Reverting ($1.1 million). Without new revenue or further budget reductions, the City will
not attain positive balances in these funds or build balances to minimum suggested reserves. In 2014, the
Indiana State Board of Accounts issued an audit report in which they expressed their concern for the
continued solvency of the City unless steps are taken to change course. In March of 2017, S&P lowered
the City’s credit rating four notches from BBB+ to BB. This downgrade has limited the City’s access to
needed capital in the future.

WHAT ARE THE NEXT STEPS?

To eliminate the negative fund balances and restore cash reserves equal to 15% of annual expenditures
over the next five years, the City will need new revenues of $3.8 million annually. New revenue options
that are under the control of the City are limited to a municipal wheel tax and increases in user fees.
Material increases in net property taxes can only occur through growth in assessed value while increases
in income tax revenues can only occur through an improving economy or the establishment of new
income taxes by the Vigo County Council.

If new revenues cannot be approved, the City will need to reduce expenditures even further. The City's
budget has been reduced to the point that further reductions would come directly from personnel. To
achieve the “savings” necessary to eliminate negative funds balances and restore cash reserves, 11.4% of
personnel costs would need to be cut.

Options for New Revenue Sources:

1. The City has the authority to establish a municipal wheel tax\surtax. If adopted at the maximum
rates, the tax could generate new revenue of $1.4 million annually to use for construction,
reconstruction, and maintenance of roads. (Revenue estimate based on the 2017 Wheel Tax and
Excise Surtax Report prepared by Indiana LTAP.)

2. The growth in the amount of property tax levies lost to the circuit breaker tax credits over the past
few years largely results from the lack of growth in the property tax base. Indiana Law allows for
the adoption of local income taxes (“LIT’s”) to generate new revenue (certified shares, public
safety, and economic development) and to help offset the effects of the circuit breaker property
tax limits (Property Tax Relief LIT). The Vigo County Council has the authority to adopt these
taxes. Currently, the County is contemplating the adoption of the following LIT:

a. Public Safety LIT of .40% which could generate $3.9 million of new money for the City.
b. Public Safety LIT of .10% to be directed towards the Public Safety Answering Point

(“PSAP”). This new tax would allow the City to eliminate approximately $400,000 from its
budget.

(No assurance is provided on these financial statements or supplementary information)
(See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA
{Cont’d)
EXECUTIVE SUMMARY

Other Opfions:

Other cash management alternatives will require additional time and study. We recommend that the City
begin evaluating the following future options as well.

3.

10.

il.

Continue discussions with the County for the adoption of a 1.25% uniform Property Tax Relief
LIT which could reduce Circuit Breaker Credits by approximately $6.6 million for the City and
approximately $927,300 for the Sanitary District according to an analysis prepared by Policy
Analytics dated July 19, 2017.

Establish a Fire Territory with at least one contiguous Township. This could resuit in a net
positive impact to the General Fund budget of up to $1.3 million annually. (See page 35.)

Permanently transfer $137,900 annually from the Cumulative Capital Improvement (“CCI”)
Cigarette Fund to the General Fund.

Review options for increasing or establishing new payments in lieu of taxes from Indiana State
University and other non-profit organizations to pay for public services.

Review and evaluate the efficiency of all City services. Consider eliminating or outsourcing non-
essential services, such as city-owned golf courses.

Evaluate empioyee benefits, such as heaith insurance (premiums, coverage, portion payable by
employer/employee, etc.), for potential cost saving options.

Evaluate current partnerships with vendors and others for cost savings opportunities (i.e. bulk
purchasing).

Explore opportunities to share facilities and deliver services with other local govemment entities.

Establish a system of storm water fees to provide funds for the maintenance of the storm water
system and to fund a portion of the future capital costs related to the long-term control plan.

(No assurance is provided on these financial statements or supplementary information)
(See Notes to Financial Statements)
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1)

2)

NOTES TO FINANCIAL STATEMENTS

The financial statements are presented on the cash basis of accounting used by the City,
which is a comprehensive basis of accounting other than generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not
informed about such matters.

Management has elected to omit substantially all of the disclosures ordinarily included in
financial statements prepared in accordance with the cash basis of accounting. If the omitted
disclosures were included in the financial statements, they might influence the user’s
conclusions about the City’s assets, liabilities, equity, revenue and expenses. Accordingly,
these financial statements are not designed for those who are not informed about such
matters,




CITY OF TERRE HAUTE, INDIANA

ADDITIONAL FUNDS NEEDED

Fund Balances - January 1, 2018 (1)

Minus: Targeted Fund Balances (2)
General Fund @ 15%
MVH Fund @ 15%
LRS Fund @ 15%
Park & Rec Fund @ 15%
Cemetery Fund @ 15%
Economic Development Income Tax @ 15%
Transit Fund @ 15%
Waste & Refuse Collection @ 15%
Hulman Links NR @ 15%
Rea Park NR @ 15%

Targeted Fund Balances
Total Fund Balances less 15% cash reserves

Annual allotment to build operating balances over 5 years (rounded)

(1) Includes the following funds: General, MVH, L.RS, Parks, Cemetery, EDIT, Transit,

Waste & Refuse, Hulman Links, and Rea Park.

2017

(2,157,222}

9,623,974
121,500
256,575

61,073

337,875
4,685,295
1,653,971

16,740,263

$ (18,897,485)

3,800,000

(2) Based on estimated 2018 budgeted disbursements. Based on additional revenues needed

to achieve 15% reserves.

(No assurance is provided on these financial statements or supplementary information)

(See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA

ILLUSTRATIVE ADDITIONAL FUNDING OPTIONS

Additional Revenue
Public Safety LIT (.40%)
Municipal Whee] Tax\Surtax
Fire Territory
Cost Savings from Public Safety LIT (.10%)
Totals

Additional Funds Needed
Rebuild Balances over 5 years

Notes:

Long-Term Options
(D

3 3,889,000
1,400,000

1,300,000

400,000

$ 6,989,000
$ 3,800,000

(1) Long-Term Options includes possible changes that require actions
by those outside City Government, such as the adoption of additional
Public Safety LIT of .40% by the County Council and establishing

a Fire Territory.
(2) See page 10 for computation.

(No assurance is provided on these financial statements or supplementary information)

{See Notes to Financial Statements)
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CITY OF TERRE HAUTE, INDIANA

ACTUAL AND PROJECTED CASH FLOWS (2015 - 2021)

FUNDS THAT SUPPORT CITY OPERATIONS
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CITY OF TERRE HAUTE, INDIANA

ACTUAL AND PROJECTED CASH FLOWS (2015 - 2021)

SELECTED SPECIAL REVENUE FUNDS
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CITY OF TERRE HAUTE, INDIANA

ACTUAL AND PROJECTED CASH FLOWS (2015 - 2021)

PENSION FUNDS
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CITY OF TERRE HAUTE, INDIANA

ACTUAL AND PROJECTED CASH FLOWS (2015 - 2021)

SANITARY DISTRICT FUND
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CITY OF TERRE HAUTE, INDIANA

SUPPLEMENTAL DATA
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CITY OF TERRE HAUTE, INDIANA

ILLUSTRATIVE LOCAL INCOME TAX REVENUE

Former CAGIT Economic Illustrative
PTRC Certified Shares Davelopment Public Safety
0.25% 0.50% 0.50% % Allocation 0.40%
Unit n (1 (1)

VIGO COUNTY $ 1,575,242 § 4,198,838 § 5,145,11¢ 509% 3§ 4,116,088

FAYETTE TOWNSHIP 4,915 11,533 0 0.0% 0
HARRISON TOWNSHIP 39,251 92,093 0 0.0% 1}
HONEY CREEK TOWNSHIP 2,144 5,029 0 0.0% 0
LINTON TOWWNSHIP 3,191 7486 0 0.0% 0
LOST CREEK TOWNSHIP 5,996 14,069 0 0.0% 1
NEVINS TOWNSHIP 3,420 8,045 0 0.0% 0
OTTER CREEK TOWNSHIP 11,830 21,357 0 0.0% 0
PIERSON TOWNSHIP 4,748 11,140 0 0.0% 4]
PRAIRIE CREEK TOWNSHIP 1,017 2,386 0 0.0% 0
PRAIRIETON TOWNSHIP 902 2,116 0 0.0% 0
RILEY TOWNSHIP 1,434 3,365 0 0.0% 0
SUGAR CREEK TOWNSHIP 12,530 29,399 0 0.0% 0
TERRE HAUTE CIVIL CITY 1,707,657 4,006,591 4,861,037 48.1% 3,888,829
RILEY CEIVIL TOWN 1,123 2,634 3,196 0.0% 2,557
SEELYVILLE CIVIL TOWN 3,265 1,659 9,294 0.1% 7435
WEST TERRE HAUTE CIVIL TOWN 28,516 66,907 81,184 0.8% 64,947
VIGO COUNTY SCHOOL CORPORATION 939,029 4 0 0.0¢% 0
YIGO COUNTY PUBLIC LIBRARY 309,092 725,207 0 0.0% 0
VIGO COUNTY SOLID WASTE MANAGEMENT 0 Q 0 0.0% 0
TERRE HAUTE SANITARY 29 69 0 0.0% i]
TERRE HAUTE INTERNATIONAL AIRPORT 76,742 180,056 0 0.0% 1]
HONEY CREEK FIRE PROTECTION 107,018 251,092 0 0.0% 1]
NEW GOSHEN FIRE PROTECTION DISTRICT 8,119 19,050 4] 0.0% 0
LOST CREEX FIRE PROTECTION DISTRICT 5,832 13,682 [¢] 0.0% 1]
PRAIRIETON FIRE PROTECTION DISTRICT 13,582 31,866 U] 0.0% 0
RILEY FIRE PROTECTION DISTRICT 21,171 49,673 o 0.0% 0
SUGAR CREEK TOWNSHIP FIRE DISTRICT 22,733 53,337 Q 0.0% 0

TOTAL: 5 4,910,537 $ 2,821,079 $ 10,099,822 1000% § 8,079,856

(1) Certified 2018 local income tax distributions per the Department of Local Government Finance.

(No assurance is provided on these financial statements or supplementary information) i
{See Notes to Financial Statements) :
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